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2. Answer all the questions. 
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QUESTION 1 (50 MARKS) 
 
Your audit firm has recently been appointed as auditors of Beauty Care Ltd (hereafter BCL). 
The company is a retailer in skin care products in the Gauteng area and has a 30 June 
reporting period end. 
 
Company Background 
In 2004 BCL was established and have grown from a small enterprise into a well-known 
company in the skin care market. BCL provides advanced skin care products specialising in 
anti-ageing, pigmentation, acne, scarring, stretch marks and many more. The company has a 
number of stores that are located throughout South Africa. 
 
BCL provides in the following products to the public: 
 Cleansers & Toners 
 Facial Treatments 
 Moisturisers 
 Sun Protection 
 
The following working papers have been compiled by the audit team for the 30 June 2018 
reporting period end: 
 
Work Paper Reference Work Paper Description Page 
AA1000 Purchase Cycle 3 
BB1000 Property, Plant and Equipment Balance 5 
CC1000 Going Concern 6 
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Client: Beauty Care Ltd Period end: 30 June 2018 
AA1000 Prepared by: You Date: 05 July 2018 
Reviewed by:  Date:  
Purchase Cycle 
 
The following system was documented by the audit trainee: 
1) On receipt of an invoice by the head office accounts team, it is matched to and filed with 
the relevant goods receipt note (GRN), using the purchase order number marked on the 
invoice. If there is no purchase order number marked on the invoice, this must be 
obtained from the supplier. The invoice number is also noted on the GRN.  
 
2) The invoice is also checked to the original purchase order to ensure the agreed prices 
and discounts have been honoured. The Purchases Ledger Clerk enters invoices onto 
the purchases system in batches. A batch control sheet is used, which details the 
number of invoices and the total value to be entered. These details are checked to the 
system batch report before confirming the data for processing by the system.  
 
3) Each invoice is stamped as "recorded" once the details have been entered onto the 
system. The Purchase Ledger Manager inspects the file of invoices on a monthly basis 
to ensure that all invoices have been recorded.  
 
4) Suppliers are required to submit monthly supplier statements, which are reconciled to 
the relevant supplier’s ledger account by the Purchases Ledger Manager. The suppliers  
ledger is reconciled to the suppliers ledger control account on a monthly basis by the 
Purchase Ledger Manager, and reviewed by the Company Accountant.  
 
5) The list of payments is sent to the Company Accountant by the Purchase Ledger 
Manager. The Company Accountant agrees the details of each payment to the relevant 
invoice and signs each invoice to authorise payment and evidence that the check has 
been made. The list of payments is signed by the Company Accountant once all invoices 
have been checked, and sent to the cashier's office for payment. 
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6) If any individual payment is for more than R25,000 or total payments are for more than 
R250,000 a second signatory is required. These payments must also be checked and 
signed by either the Financial Controller, or Finance Director. Payments are made by 
the cashier's office via bank transfer on a weekly basis. Invoices are stamped as "paid", 
and returned to the purchases ledger team who records the payment and files the 
invoices (separately from invoices not yet paid). 
 
7) The Purchase Ledger Manager checks GRNs on a monthly basis to ensure that invoices 
have been received and paid on a timely basis. 
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Client: Beauty Care Ltd Period end: 30 June 2018 
BB1000 Prepared by: You Date: 05 July 2018 
Reviewed by:  Date:  
Property, Plant and Equipment Balance 
 
As part of the audit, the first year trainee was required to audit the Property, Plant and 
Equipment balance. The following was an extract of the balance as received from the senior 
accountant.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Note 1: A new plant to the value of R300 000 was purchased from a Japanese based 
company on the 1 May 2018. The balance of the items purchased were sourced locally. 
 
Property, Plant and Equipment: cost   
Opening Balance R24 200 000  
Additions R3 650 000  Note 1 
Disposals (R2 520 000)  
Closing Balance R25 330 000  
   
Accumulated depreciation   
Opening balance R8 472 000  
Depreciation for the year R3 197 500  
Closing Balance R11 669 500  
   
Cost less accumulated depreciation R13 660 500  
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Client: Beauty Care Ltd Period end: 30 June 2018 
CC1000 Prepared by: You Date: 05 July 2018 
Reviewed by:  Date:  
Going Concern 
 
BCL is well established with over 500 stores. Although still profitable the company has seen a 
significant decline in its sales over the last two years, mainly due to an economic downturn.  
 
Competition in the beauty sector has intensified with substantial price discounts now being 
offered to customers by most retailers. In addition to a R20m refurbishment programme for its 
retail stores, BCL has recently invested R1.5m in its online retailing platform.  
 
These investments have been funded by bank loans. This has enabled the company to be 
more competitive by reducing its prices for a number of its inventory lines. Its closest 
competitors have already established a successful online presence for a number of years.  
 
The company has recently been reprimanded by the advertising standards regulatory 
authorities. As a result of this a senior product developer has left the company.  
 
BCL has no plans to close any of its stores at present and its rental charges for these stores 
continue to be one of the company’s major costs. Two of BCL’s major lenders have voiced 
concerns regarding the ability of the company to meet its borrowing costs and are considering 
withdrawing loans. The Directors believe that the company has a bright long-term future due 
to its profitability and the promising sales figures from its online retailing arm. The auditors 
have been informed that the Directors of BCL have arranged a meeting with a number of its 
lenders in order to discuss the possibility of restructuring its debt. This meeting is due to take 
place after the audit report is signed. 
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QUESTION 2 (26 MARKS) 
 
You are the Financial Director of Pap & Vleis Ltd (hereafter P&V) and also serve as the 
chairman of the Risk Commitee. P&V specialises in traditional African dishes and also offers 
a one stop solution for customers needing catering and events management services. P&V is 
able to cater at major sporting events across South Africa as well as weddings and corporate 
events with their mobile food truck. P&V has a 31 December year end.  
 
The deciding factor for many of their clients when deciding on the use of the mobile food truck 
is the ease at which P&V can set up its operations as well as the vibrant colours which make 
the food truck unmissable.  
 
P&V is listed on the JSE and their financial affairs are such that they have received unqualified 
audit reports over the last few years. You are very proud of your finance team as they deliver 
the information to the auditors timeously every year.  You hope that this year would be no 
exception even though the Financial Manager, Nthabiseng Nkosi (CA) SA has resigned and 
her position has not yet been filled. 
 
There are various competitors in the catering market and P&V prides itself at always coming 
up with fresh and innovative ideas to ensure they retain customer loyalty. They offer a variety 
of dishes such as: 
 Bunny chow; 
 Edikang Ikong (vegetable soup); 
 Mogodi (tripe); 
 Papa (porridge); 
 Runners (chicken feet); 
 Amas (combination of papa and amasi); 
 Boerewors rolls; 
 Bobotie; 
 Braaibroodjies; 
 Smiley (sheep head); and 
 Oxtail. 
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For the customers with a sweet tooth they offer: 
 Koeksisters; 
 Jelly and custard; 
 Canned peaches; and 
 Malva pudding.   
 
To ensure their customers are kept satisfied whilst making the dishes, P&V offers biltong, 
peanuts, Maheweu, zinkobe (corn nibbles) and ginger beer. They also offer soghurm beer 
(umqombothi) on tap. 
 
 
As part of your responsibilities as chairman of the Risk committee you decided to start a list of 
a few risks in preparation for the next meeting which will be held in 2 weeks. 
1. In order to keep up with their fast growing company, P&V decided to switch from their 
old outdated accounting package to something more suitable for their needs. After much 
research it was decided to buy the QuickBooks Accounting software. The system 
conversion happened during November whilst the company was closed for two days in 
order to ensure the smooth transition.  As the system conversion had to be completed 
before the year end functions and Christmas rush, the auditors were not present during 
the conversion. It was decided that the new system will go live during the month of 
December. 
 
2. The current rise in petrol prices and food inflation in South Africa, coupled with the recent 
reports of food shortages in the agricultural sector, have raised concerns regarding the 
increase in input costs for the company. As P&V use a target pricing strategy (estimating 
competitive price in the market applying standard profit margin to arrive at a maximum 
cost), this will have a dramatic impact on their profit margins. 
 
3. Given the various political uncertainties in South Africa, interest rate hikes are always a 
major concern. As P&V is quite highly geared, interest rates hikes could adversely affect 
the company. 
 
4. After being declared delinquent by a court order on the 1 October 2018, the Financial 
Manager, Nthabiseng Nkosi (CA) SA had to resign. Her post is yet to be filled.  
 
9 
5. P&V staff have been kept fully occupied with the expansion of the menu and have thus 
not yet received the proper training on the QuickBooks Accounting software. 
 
6. P&V’s firewalls have proven not to be strong enough as there have been a number of 
employees that fell victim to Phishing. There is still a risk that the company’s sensitive 
information is prone to a similar attack in the future. 
 
7. After the inventory count was conducted, it was discovered that many items of food could 
not be located. Although P&V have had to fire chefs and kitchen staff in the past due to 
theft, it seems that it still remains a problem. 
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QUESTION 3 (44 MARKS) 
 
You are the senior audit partner in Lephoto Incorporated.  You started this firm after qualifying 
as a CA (SA) 15 years ago.  Lephoto Incorporated has been very successful and currently 
also has three other audit partners.  Your offices are situated in Midrand close to 
Johannesburg and Tshwane.  About 40% of your income comes from the Auditor General and 
the rest is externally sourced. 
 
You are currently considering tendering for the audit of 4IR Solutions Ltd (hereafter 4IR).  You 
and Lephoto Incorporated obtained JSE listing accreditation a few year ago and this will be 
your third JSE listed company. 
 
4IR is a technological engineering company that provides state of the art technology solutions 
to their clients.  This includes the latest fourth industrial revolution technologies.  For interest 
sake they demonstrated a drone to you that can assist with stock counts.  As part of business 
continuity, they have already employed a Head Of Innovation to start researching the fifth 
industrial revolution and how they should adapt their technologies to be prepared. 
 
As part of understanding the entity and client investigation, you met with 4IR on several 
occasions.  Finding a suitable auditor is a very high priority for 4IR and after signing strict 
confidentiality clauses, they allowed you access to various client documents.  Management is 
very sensitive about obtaining an unmodified audit opinion, so you decided to perform an in-
depth client investigation to ensure you have a thorough understanding of 4IR and will be able 
to communicate any issues with management as soon as possible. 
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You created the following working papers as part of your client investigation: 
Reference Work Paper Description Page 
AA1 Client billing system and related IT systems  12 
AA2 History and governance structures 14 
 
 
During your client investigation you came across various technical matters that you would like 
to investigate further to make sure you have a full understanding of the treatment of these 
matters: 
Reference Work Paper Description Page 
BB1 Companies Act no 71 of 2008 S44 / S45 15 
BB2 Changes in share capital 16 
BB3 Reportable irregularity 17 
 
 
You made some notes to be taken into account in your audit proposal: 
Reference Work Paper Description Page 
CC1 Reportable irregularity 18 
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CLIENT INVESTIGATION 
Client:  4IR Solutions Ltd Year end:  30 September 2018 
AA1 
Prepared by: Partner Date:  5 October 2018 
Client billing system and related IT systems (Quick and Easy Billing System) 
 
Purpose of this working paper: 
 Determine if the auditor has the required knowledge and skills to perform the audit and 
issue an audit opinion.  
 Understand the IT systems in order to determine if the auditor can place reliance on 
the systems. 
 
Source: 
 Client system description of Quick and Easy Billing System. 
 Discussions with Billing Manager. 
 
Description of the system: 
4IR provides technological solutions for the clients.  As a result, each solution developed is 
tailored to the client’s needs and budget. These solutions includes designing products 
specifically for the client’s specifications (e.g. the drone they demonstrated to us that can 
assist with stock counts).   
 
As soon as a client has been accepted a job card is opened by the Billing Manager.  A job 
card is a summary of all costs related to the specific project.  The job card provides a detailed 
breakdown of the budgeted time per employee and the cost of units. A cost code has to be 
entered during all cost processes and it will automatically interface with the job card.  Only 
specific employees and units that have been ‘opened’ on the job card can book time or costs 
to the job card.  The information that is interfaced with the job card can be illustrated as follows: 
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Cost process 1: 
Employee timesheet  
(Quick and Easy 
Timesheet System) 
   
Cost process 2: 
Cost of units used in 
production  
(Quick and Easy 
Costing System) 
   
 
 
  
  Job card (cost code) 
(Quick and Easy 
Billing System) 
  
 
 Cost process 1: 
Employees complete their timesheet on a weekly basis directly through their 
terminals onto the Quick and Easy Timesheet System.  Each terminal interfaces 
directly with the server and online processing takes place. There is no review of 
the timesheet as the Billing Manager also believes that all employees are 
professionals and their time capturing will be accurate and ethical. The final review 
of the timesheets take place when the Billing Manager reviews the job card.   
 
After discussion with the Billing Manager you identified that there are two 
significant risks that relate to the input of time into the Quick and Easy Timesheet 
System: 
1) Errors in capture / input of data; and 
2) Data could be lost during input 
 
 Cost process 2: 
Information not yet obtained – still to have a meeting with the Stock Manager. 
 
Auditor capability: 
To be completed after cost process 2, but indicatively we should have the capability and 
knowledge.  
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CLIENT INVESTIGATION 
Client:  4IR Solutions Ltd Year end:  30 September 2018 
AA2 
Prepared by: Partner Date:  8 October 2018 
History and governance structures 
 
Purpose of this working paper: 
 Determine the history and governance structures of the client. 
 
Source: 
 Review of Board minutes and MOI. 
 Discussions with various Directors. 
 
4IR was started in 2010 by Ms S Koyane and Mr Y Abed, after they attended a ‘Technologies 
For the Future’ congress in Switzerland.  They are both passionate about bringing new 
technologies to South Africa to ensure the South African market has access to the latest 
technology.  It started as a small company and listed in 2015.  Just before listing they hired 
Mervin King to advise on the corporate governance of 4IR but did not implement all of his 
suggestions as they felt it was unnecessary at the time. 
 
There have only been additions to the Board.  Ms Koyana and Mr Abed, as incorporators, 
were the first Directors of 4IR.  After the corporate governance review, they appointed five 
additional Directors.  Currently the Board of 4IR consists of the following Directors: 
 Mr T Nombembe (CA(SA)) – Independent non-executive; 
 Mr B Aghulus (CA(SA)) – Independent non-executive; 
 Ms Strydom (CA(SA)) – Independent non-executive; 
 Ms S Koyana (CA(SA)) – Chief Executive Officer ; 
 Ms C Mulder  (CA(SA)) – Chief Financial Officer; 
 Mr Y Abed (CA(SA)) – Chief Operations Officer; and 
 Mr A van der Merwe (CA(SA)) – Head Of Innovation 
 
When drafting their Memorandum of Incorporation (MOI), Ms Koyana felt 4IR needed a very 
specific MOI and thus specific clauses was included.  Some of the items that the MOI deals 
with include: 
 Director’s are appointed for an indefinite term and are appointed by a Board resolution; 
 The auditor and audit firm must be rotated every 5 years; and 
 The special resolution voting percentage was increased to 80%  
15 
TECHNICAL MATTERS 
Client:  4IR Solutions Ltd Year end:  30 September 2018 
BB1 
Prepared by: Partner Date:  8 October 2018 
Companies Act no 71 of 2008 S44 / S45 
 
Purpose of this working paper: 
 Determine the Companies Act requirement relating to technical issues identified. 
 
Source of enquiry: 
 Review of Board minutes. 
 Discussion with Legal Counsel. 
 
Matter 1 
4IR provides various loans to employees and Directors.  Mr Abed in particular sees this as a 
very important benefit to the employees and Directors.  He is a firm believer of keeping 
employees and Directors happy. These loans are always done in accordance with the 
employment contracts and National Credit Act.   
 
At the latest Board meeting, there was uncertainty on whether Section 44 or Section 45 of the 
Companies Act no 71 of 2008 is applicable in the following 4 scenarios:  
 
Shares: 
1 Assist all employees on ‘senior management’ level in subscribing for shares in the 
new subsidiary. 
2 Assist all previously disadvantaged employees to subscribe for shares in the 
company as part of an employee share scheme. 
Home loans: 
3 Signing surety for Ms Koyana’s home loan. 
4 Lending money to Mr Abarahams to pay the deposit on his home loan. 
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TECHNICAL MATTERS 
Client:  4IR Solutions Ltd Year end:  30 September 2018 
BB2 
Prepared by: Partner Date:  8 October 2018 
Changes in share capital 
 
Purpose of this working paper: 
 Determine the Companies Act requirement relating to technical issues identified. 
 
Source of enquiry: 
 Review of Board minutes. 
 Discussion with Legal Counsel. 
 
Matter 2 
Currently 4IR only has one class of shares, i.e. class A.  There are 15 000 000 authorised 
class A shares of which 12 450 000 are issued.  After detailed calculations Ms C Mulder came 
to the conclusion that the best way for 4IR to better their equity ratios is to buy back 5% of 
their issued share capital. 
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TECHNICAL MATTERS 
Client:  4IR Solutions Ltd Year end:  30 September 2018 
BB3 
Prepared by: Partner Date:  8 October 2018 
Reportable irregularity 
 
Purpose of this working paper: 
 Determine the steps that the auditor will have to take if a reportable irregularity is 
identified. 
 
Source of enquiry: 
 Review of Audit Committee minutes. 
 Discussion with Legal Counsel. 
 
Matter 3 
During the review of the Audit Committee minutes, it was noted that the previous auditor 
considered raising a reportable irregularity.  The reportable irregularity related to a large 
outstanding liability to SARS.  The matter was resolved with SARS and no reportable 
irregularity was raised. 
 
The Audit Committee was very relieved that no reportable irregularity was raised and was 
unsure of the process and steps that would have to be followed. 
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CONSIDERATIONS FOR AUDIT PROPOSAL 
Client:  4IR Solutions Ltd Year end:  30 September 2018 
CC1 
Prepared by: Partner Date:  14 October 2018 
Reportable irregularity 
 
Purpose of this working paper: 
 Identify key issues to be included in the audit proposal. 
 
Source of enquiry: 
 Review of Board and Audit Committee minutes. 
 Discussion with various Directors. 
 
Note 1: 
Through detailed inspection of the minutes and various discussions, we should tender at a 
much lower amount than the current auditors.  
 
4IR is very happy with their current auditors and are only rotating because their MOI states 
that the auditor and audit firm should rotate every 5 years.  If they don’t get a proposal that 
‘stands out’ and has significant lower audit fees, they are considering changing their MOI. 
 
Comment 
The current audit fee is already tight and if we lower our fee, it will be impossible to stay within 
budget, but we have to do what we need to do in order to win new work. 
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QUESTION 1 
YOU ARE REQUIRED TO: MARKS 
(a) Based on working paper AA1000: 
1) Identify the control in place,  
2) Discuss the importance of the control; and  
3) Describe a test of control in order to assess if each of these 
controls are operating effectively. 
 
Use the format below: 
 
Control in place Importance of the 
control 
Test of control 
 
(22) 
 
(b) Discuss the substantive procedures that will be performed over the 
following based on working paper BB1000: 
1) Additions to Property, plant and equipment (8 marks); 
2) Disposal of Property, plant and equipment (5 marks); and 
3) Depreciation (2 marks). 
 
(General audit procedures are not required) (15) 
(c) Based on working paper CC1000, identify each going concern 
indicator and discuss why each of these would be a going concern 
matter. Use the format below: 
 
Going concern indicator Reason 
 
(13) 
 
TOTAL MARKS FOR QUESTION 1 (50) 
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QUESTION 2 
YOU ARE REQUIRED TO: MARKS 
Using the format and example as guidance below, identify the potential 
business risks facing Pap & Vleis Ltd. 
 
Please note: nO marks will be awarded for the illustrative example below: 
Type of risk 
Risk 
description 
Effect of risk 
Mitigating factors 
to consider to 
reduce or eliminate 
risk 
Legislative/ 
Regulatory 
Risk. 
P&V is listed 
on the JSE as 
a public 
company and 
would therefore 
have to adhere 
to the JSE 
listing 
requirements.  
As a JSE 
listed 
company 
there is a high 
risk of non-
compliance 
with all the 
regulatory 
requirements.  
 
Ensure that all 
regulatory 
requirements of the 
Company  Act and 
JSE listing 
requirements are 
met.  
A good idea could 
be appointing a 
competent company 
secretary or 
compliance officer. 
 
(26) 
 
TOTAL MARKS FOR QUESTION 2 (26) 
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QUESTION 3 
YOU ARE REQUIRED TO: MARKS 
(a) With reference to working paper AA1, discuss the computerised 
application controls that would need to be implemented in order to 
address the two significant risks relating to the Quick and Easy 
Timesheet System.   (8) 
(b) With reference to working paper AA2, discuss the non-compliance 
and the reason for the non-compliance with: 
 Companies Act 71 of 2008; and  
 King IV.   (8) 
(c) With reference to working paper BB1, discuss whether Section 44 
and / or 45 of Companies Act 71 of 2008 is applicable and if it is 
applicable, what requirements or conditions would be applicable. (10) 
(d) With reference to working paper BB2, describe the substantive 
audit procedures that you will perform on the share buy-back 
transaction that occurred during the current reporting period. 
Source: Companies act question bank question 3 (8) 
(e) With reference to working paper BB3, write a memo to the client 
describing the steps you will have to take if a reportable irregularity 
is identified. (6) 
(f) With reference to working paper CC1, describe the ethical 
considerations you should take into account when tendering for the 
engagement relating to your engagement fees. (4) 
TOTAL MARKS FOR QUESTION 3 (44) 
 
Presentation and Interpretation Marks (5) 
TOTAL MARKS QUESTION 1, 2 AND PRECISION AND INTERPRETATION (125) 
 
 
 
